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CHAPTER 9

Creating Comprehensive Cost-
Effective Systems: System Design
Issues’

Making home and community services readily available to and accessible by individuals with long-
term care needs requires that states design comprehensive, cost-effective delivery systems. Design
dimensions that need to be addressed include establishing meaningful access to home and commu-
nity services, managing dollars, and making sure that Medicaid home and community service
delivery is coordinated with other community service programs. Federal Medicaid law and policy
give states considerable latitude in designing and implementing such systems.

Introduction

Too often, persons in need of home and community services lack them, not because services are literal-
ly unavailable, but because the service system makes the process of gaining access to them cumbersome,
confusing, and even unfriendly to consumers. Indeed, individuals and their families can find the process
so difficult or upsetting that they simply give up and go on struggling without the services they need.

States can largely eliminate these difficulties if they design home and community services systems that
have five major components:

* An outreach, application, and enrollment process that is truly accessible to people with disabilities
(and their families)

» A structure that connects individuals with the services they need

» Effective management of dollars in ways that promote economical delivery of home and communi-
ty services, thereby making such services available to the maximum number of people

+ Payment and contracting mechanisms that encourage provider participation

+ Coordination among and across programs, so that duplication is avoided at the same time that indi-
viduals with disabilities are ensured access to vital supports that address home and community serv-
ice needs—outside as well as within the scope of the Medicaid program.

Each is discussed in the sections that follow. The whole system design task needs to be approached in
the context of state laws and policy goals, historical factors, and the unique needs of a variety of target
populations. Federal Medicaid law and regulations must also be taken into account. But as the follow-
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ing discussion makes clear, these allow states con-
siderable latitude in working out a system design
that best fits their circumstances and program
management objectives.

Outreach, Application, and Enrollment

The outreach, application, and enrollment process
is the component of the home and community
service system that is charged with (a) making all
potentially eligible individuals aware of the avail-
ability of services, and (b) ensuring that those who
are eligible for services are enrolled in the Medi-
caid program. All these steps must be completed
as rapidly as possible, since a consumer’'s need for
services may be critical.

The next three subsections describe a variety of
actions states may take in implementing effective
outreach, application, and enrollment system
components. Some of the activities described may
be paid as Medicaid administrative expenses. To
gualify under this cost category, activities must be
determined necessary for the proper and efficient
administration of the state's Medicaid program.?
It is important to note that Medicaid reimburse-
ment is not limited to activities conducted by
Medicaid agency staff. Reimbursable activities
may also be conducted by other agencies, organi-
zations, and individuals through contractual or
cooperative agreements with the Medicaid agency.

Outreach

Outreach covers the set of activities the state
undertakes to identify and inform potential appli-
cants about the availability of home and commu-
nity services and to provide information about
how and where consumers can get them. There
are many different ways to disseminate informa-
tion concerning home and community services.
Effective outreach programs incorporate several
strategies to reach consumers on their own terms.

Activities can include collaborating in outreach
with the "generic" human services networks indi-
viduals are likely to access or contact when they
seek services (e.g., Area Agencies on Aging, sen-

iors programs, Independent Living Centers, com-
munity developmental disabilities agencies, men-
tal health centers, public health agencies that pro-
vide Maternal and Child Health Services, and
homeless shelters). For example, a state may pro-
vide periodic, repeat orientation training for a net-
work's intake staff to make sure they are well
acquainted with what home and community serv-
ices are available. In addition, states can reach out
to other community networks (e.g., faith-based
organizations) to which individuals might turn
for assistance and guidance. These activities may
be reimbursable under Medicaid when all Federal
requirements are met.

State personnel might also attend conferences and
meetings of consumer organizations, to make pre-
sentations concerning available services and to
field questions from individuals interested in
knowing more details about them. In addition,
state personnel can work with such organizations
to prepare newsletter articles concerning home and
community services. Yet another potentially useful
tool is preparing and distributing videos. The
important point about these activities is, not only
to provide basic information about available
home and community services, but also to put a
more human face on the information by including
stories of and by persons who have benefited from
them.

Addressing cultural diversity is particularly
important. States may do this by making informa-
tion available in relevant languages and/or con-
tracting with individuals and community organi-
zations to conduct outreach activities in a cultur-
ally appropriate and sensitive fashion. Similarly,
states need to ensure that individuals with com-
munication, cognitive, or sensory impairments
can have access to such information.

The advent of the Internet provides exciting new
opportunities to make information concerning
home and community services more accessible to
individuals and families. However, these oppor-
tunities may not be realized unless state agency
and Medicaid program websites are designed
with the information needs of consumers seeking
services in mind. Additionally, they need to be
accessible and usable by individuals with a wide
range of physical, sensory, and cognitive disabili-
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ties. States can become familiar with Federal
guidelines for website access by going to www.
access-board.gov. When designing or redesigning
their sites to address such needs, states may want
to consider teaming up with consumer organiza-
tions to launch sites that are distinctly consumer-
oriented and consumer-friendly.

Application

Application is the next step in the process of gain-
ing access to home and community services. The
crucial point here is to ensure that the application
process is, in fact, accessible to persons with severe
physical and/or cognitive limitations.

Some consumers may be reluctant to apply for
Medicaid for a number of reasons. A “welfare
stigma” still attaches to the Medicaid program
and some people may be anxious about the appli-
cation process because it represents a “failure”—
the inability to provide for themselves or their
children. Others may be concerned about reveal-
ing personal financial information to “strangers.”
Still others may find the paperwork requirements
to prove financial eligibility difficult to meet.

Overcoming these problems can be done in sever-
al ways. States should (a) encourage potential
applicants to enlist trusted allies (e.g., family
members and friends) to assist them in the appli-
cation process, and (b) have sufficient staff so that
the necessary time can be spent with applicants to
ensure the process is understood and satisfactori-
ly completed. In addition, the application forms
themselves, along with associated materials, must
be clear and easy to understand. To this end, such
materials should be pretested and revised until
they are readily understood by consumers.
Another potentially useful strategy is employing
people with disabilities (e.g., self advocates) to
provide assistance and information to help appli-
cants through the process.

States may also provide special training in disabil-
ity issues and concerns to intake workers. In addi-
tion to being knowledgeable about home and
community services generally, intake workers
must be well-versed in any special provisions or
rules that affect eligibility for people with disabil-

ities. The importance of such training is highlight-
ed by the fact that in some states which have
adopted particular eligibility options (e.g., the
TEFRA 134 option for children with severe dis-
abilities), staff at intake/eligibility levels have not
been made aware that the options are available.

States also might consider conducting customer
satisfaction/feedback surveys. This is a good way
to obtain first-hand information about how con-
sumers feel about the Medicaid application
process. Alternatively, individuals who have been
through the process recently might be convened
in focus groups, to discuss their experiences and
provide ideas for making the process more con-
sumer-sensitive and -friendly.

Yet another step is using outstationed or mobile
workers to take applications and answer questions
at locations around the community (including the
consumer's own home), where individuals might
be more comfortable than in an agency office.
Advances in computing make it possible for work-
ers to take applications almost anywhere. Using
mobile workers can be especially important in
rural areas and for reaching people who do not
have transportation. To facilitate the application
process, outstationed workers may be located at
hospitals, nursing homes, or rehabilitation facili-
ties to link with discharge planning teams. States
may also contract with other human service net-
works to perform initial intake activities for the
consumers they serve (e.g., Independent Living
Centers or Area Agencies on Aging), so long as
decisions concerning enrollment are made by the
entity designated by the state to make the final eli-
gibility determination. Additionally, states may
find it useful to identify the points in the applica-
tion process at which the current system facilitates
institutional placement or establishes the institu-
tional option as the norm, and to target education-
al efforts about home and community services at
those points.

Finally, states can take steps to improve access to
home and community services by individuals
with disabilities who have limited English profi-
ciency. Federal policy (Title VI of the Civil Rights
Act of 1964) prohibits discrimination based on
national origin. Entities that receive Federal
Medicaid funds (including public agencies and
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service providers) must take affirmative steps to
accommodate the needs of individuals with limit-
ed English proficiency, whether in accessing Medi-
caid services or during provision of such services.
FFP is available for state expenditures related to
the provision of oral and written translation ad-
ministrative activities and services provided for
CHIP or Medicaid beneficiaries. It is also available
for such activities or services, whether provided by
staff interpreters, contract interpreters, or through
a telephone service.® Similarly, FFP is available for
providing interpreter services as an accommoda-
tion for hearing-impaired individuals as required
by the ADA, to the extent that they are not other-
wise available without charge.

Enrollment

After individuals apply for home and community
services, they can only start receiving such servic-
es after the state determines they meet financial eli-
gibility criteria (if they are not already eligible for
Medicaid services) along with a state's health/
functional criteria (consistent with Federal guide-
lines), and after a service plan has been drawn up
and approved. In order to begin services as quick-
ly as possible and thereby avoid hardship for the
beneficiary, it is important that these activities be
completed as expeditiously as possible. Some of the
steps that states take to expedite the process in-
clude preparing service plans at the same time that
level of care determinations are being made, or
preparing provisional service plans to start some
services immediately until a full service plan can be
worked up. In other cases, states have eliminated
requirements they deem unnecessary (e.g., drop-
ping a requirement that the physician approve the
service plan).

In sum, creating an effective home and communi-
ty services program requires a commitment to
changing the environment for delivery of long-
term services—including conducting outreach
and other education activities that inform individ-
uals and service providers about the types of serv-
ices available and making all parties aware of the
full range of opportunities available to them. It is
important that outreach, application, and enroll-
ment processes be geared to making information
about these opportunities widely available wher-
ever and whenever decisions are being made

about long-term services (e.g., as a part of dis-
charge planning from institutional settings or
when individuals first seek long-term services).

Connecting Individuals with the
Services They Need

Designated case managers or service coordinators
are responsible for conducting or coordinating the
activities involved in connecting individuals with
disabilities to home and community services. Un-
der regular state Medicaid plan benefits (e.g., the
personal care state option), there is no Federal
requirement that service beneficiaries have a des-
ignated case manager, but many states provide
one nonetheless.

This section discusses the program design options
available to states for providing case management
services to persons eligible to receive home and
community services. The design of case manage-
ment systems varies dramatically from state to
state and program to program. Case managers or
service coordinators may be public employees,
work for private organizations, or be independent
contractors. In some systems, case managers are
responsible for all elements of service planning/
authorization. Elsewhere, service coordinators
prepare service plans that must be approved by
the administering public agency. Typically case
managers have additional responsibilities as well,
including monitoring service provision, provid-
ing ongoing assistance to the individual in
addressing problems in community living, and
addressing emergency/crisis situations. (See
Chapter 5 for a detailed discussion of case man-
agement financing alternatives for states.)

States follow one of two principal organizational
models in addressing this aspect of system opera-
tion: (a) organizing around specific target popula-
tion groups, or (b) using a single structure to
encompass all target groups.

Organizing around Target Population Groups

Organizing home and community service delivery
systems around specific target population groups
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Organizing around Target Populations: Two State Examples

Aging Services in Indiana

Indiana organizes delivery of home and community services around the network of Area Agencies on Aging
(AAAs). The AAAs administer programs funded under the Federal Older Americans Act (OAA). With the launch
of Indiana's CHOICES HCBS waiver program, the AAAs were also designated to perform preadmission screen-
ing for Medicaid long-term care services, so that delivery of these services could be integrated with OAA and
other locally available services for seniors.

Developmental Disabilities Services in Kansas

In Kansas, services for people with developmental disabilities are organized around 28 local, nonprofit
Community Developmental Disabilities Organizations (CDDOSs). Kansas law specifies that these organizations
are the single point of entry for developmental disabilities services. The CDDO provides or arranges for service
coordination for people who have a developmental disability, develops local strategic plans to improve service
delivery and availability in the region served by the CDDO, manages local provider networks, and integrates local
and state funding of developmental disabilities services. By law, the majority of the governing board of each
CDDO must be individuals with developmental disabilities or members of families that include someone with a
developmental disability. The CDDO also serves as the local point of entry for Kansas's HCBS waiver program

for people with developmental disabilities.

(e.g., people with mental illness, elderly persons,
people with mental retardation and other develop-
mental disabilities, and so forth) is the more typi-
cal state pattern. Many states, for example, have
state laws that establish organizational structures
for the delivery of services to specific target popu-
lations. These state "governing laws" are especially
common with respect to services for people with
developmental disabilities and people with mental
iliness. In such cases, states usually seek to inte-
grate delivery of Medicaid home and community
services into these more established structures.
This enables states to use preexisting, established
points of entry, and facilitates development of a
"seamless" service delivery structure.

When services are organized along target popula-
tion lines, a state administering agency is typical-
ly charged with overseeing delivery of services to
the specific target population, including operation
of the point of entry system. In some cases, the
state administering agency operates the points of
entry system directly through regional offices, as
permitted by Federal policy. With respect to
HCBS waiver programs, for example, there is pro-
vision for state Medicaid agencies to enter into
administrative agreements with other state agen-
cies to conduct and manage various aspects of the
operation of these programs. Such agreements

help avoid the emergence of bifurcated adminis-
trative structures and permit the state Medicaid
agency to take advantage of the expertise of other
state administering agencies.

Using a Single Structure to Encompass All
Target Groups

In this model, a local entity serves as the single
point of entry for individuals with disabilities of
all types. Sometimes called the one-stop shopping
model, this organizational structure establishes
one place to go for individuals and families wish-
ing to gain access to long-term care services of
many types, including home and community
services. These single point of entry systems
themselves may have specialty branches or link-
ages to specialty provider networks. This type of
model is less common for home and community
services than the model organized along target
population lines.

Pros and Cons of the Two Models

Pros and cons are associated with each model and
there are exemplary systems organized along both
lines. Advantages cited in support of organizing
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Minnesota's Single Point of Entry System

The state of Minnesota provides several home and community benefits (e.g., personal assistance) that cut
across target population lines, along with specialized services keyed to the needs of particular target popula-
tions. In Minnesota, delivery of human services is organized around county human service agencies. These
agencies are designated the single point of entry to all types of services—including public assistance, social
services, health, and long-term services. Thus, anyone in Minnesota who needs publicly funded services can
gain access to them through the county human service agency. This structure enables the individual (or family)
to access the full range of services and supports Minnesota makes available, including home and community
services. With respect to long-term services, counties manage intake, assessment, preadmission screening, and
service authorization.

Minnesota's system is especially well positioned to tie together state and local programs. In its larger counties,
specialty branches are also commonly found within the human services agency to meet the needs of specific
target populations (e.g., people with developmental disabilities). One reason why Minnesota is organized in this
fashion is that counties themselves are required to provide a portion of the funding for various services. In addi-
tion, many Minnesota counties provide a significant amount of local tax dollars, over and above required state
matching requirements, to underwrite human services.

service systems along target population lines
include: (a) it ensures that the specific needs of
each target group are addressed in an expert,
focused, and unified fashion; (b) it provides for
the coordination of multiple Federal, state, local,
private, and third-party funding streams that are
especially relevant to meeting the needs of the tar-
get population; (c) it facilitates optimal use of the
service delivery systems associated with different
target populations, some of which are very large
and complex in their own right and, thus, require
dedicated management and oversight; and (d) it
fits well with long-standing service systems.
Disadvantages often cited with respect to organiz-
ing systems along target population lines include:
(a) duplication of administrative structures; (b)
overspecialization of services; (c) difficulties in
coordinating the delivery of specialized services
with services and benefits applicable to a wide
range of target populations; and (d) difficulties in
having their specific needs met for populations
that do not have a designated service delivery
agency in their state.

Advantages cited in support of the single struc-
ture model include: (a) it avoids individuals and
families having to figure out which of many sys-
tems might best meet their needs; (b) individuals
with disabilities have many needs that cross dis-
ability category lines and can be best addressed
through a unified service system; (c) individuals

and families can be afforded better access to a
wider range of services than are available within
more narrowly defined specialized systems
organized around particular target populations;
and (d) integrated systems are more economical to
operate from an administrative cost standpoint,
because they avoid duplicative organizational
structures. Frequently cited disadvantages of such
systems include: (a) they can be especially com-
plex to administer; and (b) the specialized needs
of specific target populations may be neglected.

Federal policy leaves it to each state to determine
how best to organize its home and community
service delivery system(s), as evidenced by the
disparate organizational structures presently in
place. The main Federal policy requirements in
this arena are two: a state must administer its pro-
gram uniformly across the state (unless a waiver
of statewideness has been approved); and Medi-
caid services must fall under the authority of a
single state agency that is responsible for ensuring
the Medicaid state plan is being followed.

Federal policy does dictate that HCBS waiver pro-
grams be structured along target population lines.
However, this policy does not dictate that a state
establish a distinct, separate point of entry service
delivery system for each HCBS waiver program.
Nor does it prevent a state from designing HCBS
waiver programs that define and offer benefits
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Waiver Program Structures: Two State Examples

New Hampshire

New Hampshire has two distinct HCBS waiver programs: one for people with developmental disabilities and one
for individuals with acquired brain injuries. Both of these programs are operated through the state's develop-
mental services systems, using the state's long-standing network of developmental services area agencies as
points of entry. While there are some differences in the needs of each target population, tying the HCBS waiver
program for people with acquired brain disorder into the developmental services system enables individuals to
gain access to an established provider network and avoids the expense associated with having to establish new
points of entry for a relatively small HCBS waiver program.

Utah

Utah operates three HCBS waiver programs serving, respectively, (a) people with developmental disabilities; (b)
individuals who have a physical disability but who are not developmentally disabled; and (c) individuals who
have had a traumatic brain injury. All three are operated through the Division of Services for People with
Disabilities (DSPD) service delivery system, and all employ the same point of entry—DSPD's regional offices.

that cut across a variety of target populations. undermine ongoing monitoring of service

Whichever organizational model a state chooses,
the following common system design considera-
tions need to be taken into account, to ensure ac-
cess by and responsiveness to individuals with
long-term service needs and their families:

Local entry offices must be available in all parts of a
state, including rural areas. This may entail the
use of multiple entry mechanisms. For exam-
ple, in Montana (a very large and very rural
state), case management services for home and
community services for people with develop-
mental disabilities are furnished by a combina-
tion of state regional office personnel and pri-
vate contractors. The private contractors fur-
nish service coordination in areas of the state
that are too far away from the regional offices
or too sparsely populated to justify the expense
of setting up a state regional office.

There must be adequate resources to underwrite
case management/service coordination activities.
Delivery of home and community services
very often involves coordination across multi-
ple public and private programs, as well as
with informal caregiving networks, and inten-
sive collaboration with individuals and fami-
lies. Without adequate resources for service
coordination, bottlenecks inevitably slow the
provision of services and supports as well as

delivery.

The amount of service coordination resources
needed to ensure that service delivery systems
are responsive to individuals and families
depends on several factors—including family
involvement, the degree to which the individ-
uals desire and are able to serve as their own
case managers, and the extent to which the
individuals' disabilities may place them at
risk. In developmental disabilities services, for
example, many states seek to maintain case
manager to consumer ratios between 1:30 and
1:45 in the case of adults; but higher workload
ratios are common in the case of children with
involved families.

Case management/service coordination must be
conflict free. This will help ensure that individ-
uals and families are made aware of all service
options, that they can exercise free choice of
provider(s), and that there is a third party to
whom consumers can turn if service problems
are encountered. There should also be safe-
guards to ensure that service coordination is
operating in the best interests of consumers.
For this purpose, several state HCBS waiver
programs are structured so that certain key
aspects of service coordination may not be pro-
vided by any agencies or individuals also paid
to furnish direct services to the individual.
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»  System activities should be conducted in a cultural-
ly and disability-competent fashion. This includes
translating materials into different lan-
guages/media and providing interpreters
(linguistic or sign-language services, for exam-
ple) as necessary to accommodate the needs of
the individual or the family.

As this discussion implies, operating an accessible
and responsive point of entry network can be
costly. Federal law and policy provide various
options to secure FFP in these expenses, with
respect to both operation of the point of entry sys-
tem and various other administrative expenses.

States may obtain FFP for this purpose in three
major ways: through the targeted case manage-
ment optional state plan service, through an
HCBS waiver program, or through administrative
claiming. (Chapter 5 provides a detailed discus-
sion of the pros and cons of each of these
approaches.)* For a structure organized around
target groups, there may not be much difference
between the three alternatives. For a single point
of entry system, however, the targeted case man-
agement option is particularly advantageous for
two reasons. First, targeted case management may
be made available to all Medicaid-eligible individ-
uals (including HCBS waiver participants) who
need home and community services without
regard to type of funding source. This coverage
option can be very useful in establishing a broad-
based service coordination/point of entry system.
Second, in the case of individuals with a develop-
mental disability or a mental illness, a state may
limit the providers of targeted case management
services to the case management authorities
already established in state law. This enables
states to tie delivery of targeted case management
services for these populations into point of entry
systems that are already established.

Managing Dollars: General
Considerations

At both Federal and state levels, it is enormously
important that services and supports underwrit-
ten with taxpayer dollars be delivered in a cost-
effective and efficient manner. States have limited

dollars. If services are extremely costly, policy-
makers may feel they have no choice but to restrict
access to home and community services or not
offer them at all.

Maximum cost-effectiveness is particularly crucial
given the expected increase over time in the num-
ber of individuals seeking HCB waiver services.
This anticipated steady increase stems principally
from demographic factors, such as the aging of the
nation's population. As a result of people with
developmental disabilities enjoying increased
longevity, the demand for developmental disabil-
ities services is increasing at a rate higher than
population growth alone. There are large num-
bers of such individuals who now live with aging
family caregivers. As these caregivers become less
and less able to support the family member with a
developmental disability, there has been a marked
increase in the demand for residential services,
including services offered through HCBS waiver
programs.®

In designing an HCBS waiver program, a state
should take into account future demand for serv-
ices. Some of this demand may be absorbed by
turnover among individuals served in the pro-
gram (due to loss of Medicaid eligibility, volun-
tary termination, an individual no longer requir-
ing services, or death). Such turnover is often
insufficient, however, to enable a state to serve all
individuals who seek and are eligible for HCB
waiver services. If future demand is not account-
ed for, a waiting list can result or individuals
might have to seek more costly institutional serv-
ices instead.

Spending for home and community services is
affected by two factors: the number of individuals
who receive such services, and the per capita costs
associated with furnishing services to such indi-
viduals.® In this context, managing dollars often
boils down to developing strategies that address
the demand for home and community services
while, at the same time, taking steps to ensure that
per capita costs are no greater than strictly neces-
sary to acquire the services and supports individ-
uals need.

As home and community services have unfolded
over the years, managing dollars has come to
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revolve around two tests: budget neutrality and
cost-effectiveness:

* The budget neutrality test involves compar-
ing total spending for long-term care services
with and without offering home and commu-
nity services. In other words, it asks the ques-
tion: If home and community services are
offered, will there be an offsetting decline in
spending for institutional services or will
overall spending increase?

* The cost-effectiveness test involves compar-
ing per recipient spending on furnishing insti-
tutional services to per recipient spending on
furnishing home and community services to
the same group of individuals. A home and
community service program is said to be cost-
effective if its per recipient expenditures are
no greater than the per recipient expenditures
in institutional settings.

Budget neutrality is complex to assess, because it
depends on determining how people who need
and would benefit from long-term care services
and supports will react when home and commu-
nity services become available. Most individuals
strongly prefer to remain in their homes and com-
munities, even though many have functional lim-
itations just as severe as those of individuals who
receive institutional services. Thus, when institu-
tional services are the only long-term services
offered, many individuals will not seek formal
long-term services and supports at all unless they
are impossible to avoid (e.g., when a person's con-
dition deteriorates to the point where constant
care is required or overwhelms the informal care-
giving the person has available).

For this reason, the number of individuals who
meet institutional admission criteria is far greater
than the number who actually seek institutional
services. When home and community services are
offered, however, people who would not accept
institutional services will come forward to obtain
home and community services, because such serv-
ices match up better with their desires. That is, the
overall expressed demand for long-term services
and supports is greater when home and commu-
nity services are offered in addition to institution-
al services than when they are not.

The budgetary impact of this increase in ex-
pressed demand depends on whether offering
home and community services will lead to a suffi-
cient reduction in demand for institutional servic-
es (typically much more expensive to provide)
that is large enough to underwrite the costs of
making home and community services available.
Only when one completely offsets the other is
budget neutrality achieved. For more than two
decades, researchers have been analyzing the
effect of newly offered home and community serv-
ices on demand. Not surprisingly, this research
affirms that more people will seek services when
states make available services and supports in the
home and community. Further, this research
seems to show that achieving budget neutrality
hinges on employing one of two strategies.

The first is to impose very stringent eligibility tests
for receipt of home and community services. These
tests do narrow the demand for home and com-
munity services. But they also make ineligible
many individuals with severe disabilities who
could benefit from home and community services.
The second strategy is to provide residential alter-
natives (e.g., assisted living) that divert demand
away from institutional services. In home and
community services programs for people with
developmental disabilities, for example, most
states offer a variety of residential alternatives.
This reduces demand for ICF/MR (institutional)
services, which are very costly (approximately
$78,000 per individual for a full year's services in
1998). Due at least in part to the rapid expansion of
HCBS waiver programs for people with develop-
mental disabilities, overall utilization of ICF/MR
services has been declining steadily since 1993.

It is, in fact, extremely difficult to achieve budget
neutrality when offering or expanding home and
community services as an alternative to institu-
tional services. A state's ability to achieve budget
neutrality is tied in large part to its historical will-
ingness to tolerate numbers of people with unmet
needs. As unmet need is reduced, the pressure on
states to increase the total number of persons
served (in all long-term service settings, both
institutional and HCBS) is correspondingly less-
ened.” However, budget neutrality is but one of
many policy objectives states pursue with respect
to long-term services and supports. Other objec-
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Demand for ICFS/MR in Kansas

In 1993, about 2800 individuals with developmental
disabilities in Kansas were receiving either ICF/MR
or HCBS waiver services. About 1800 were served
in ICFs/MR (including 900 individuals in large state-
operated facilities). By January 2000, about 6000
individuals were receiving either ICF/MR or HCBS
waiver services. The number served in ICFs/MR
had dropped to fewer than 850 (with 380 of those in
large state-operated facilities). During this period,
the state closed one of its large public facilities and
considerably reduced the number of persons
served in the remaining two. Some privately operat-
ed state facilities also closed down because of high
vacancy rates.

tives include ensuring that individuals with dis-
abilities have a good quality of life, are able to
remain in their homes and contribute to their com-
munities, and remain as independent as possible.
The narrowness of the budget neutrality test obvi-
ously does not take into account these other
important policy objectives and considerations.

In recognition of these other objectives, Federal
policy does not dictate that states manage Medi-
caid long-term services (institutional and/or
home and community services) in a way that
achieves budget neutrality, except in very special
circumstances (associated with the use of some
special waiver authorities). When cost tests are
employed (as in HCBS waiver programs), they are
cost-effectiveness rather than budget neutrality
tests. As a consequence, states are free to expand
home and community services to whatever extent
they desire in pursuit of their policy aims. In
developmental disabilities services, for example,
many states (e.g., New York, Maryland, Montana,
Pennsylvania) have launched multi-year initia-
tives to reduce the number of individuals who
have been wait-listed for home and community
services. These states expect to finance the cost of
these substantial expansions through their HCBS
waiver programs for people with developmental
disabilities.

State strategies to expand availability of home and
community services include leveraging current
state and local funds as matching dollars to secure

additional Federal Medicaid dollars. It is not
unusual, for example, for a state to combine exist-
ing and newly appropriated state dollars to under-
write the costs of home and community services
expansion. This type of leveraging is permissible.

The main practical questions that arise when a
state desires to expand availability of home and
community services concern whether to use Medi-
caid state plan coverages or provide such services
through an HCBS waiver program. Either option
allows a state to impose various limitations in
order to keep per recipient costs to pre-established
targets. The main difference between the two is
that an HCBS waiver program provides states
with authority to limit the number of people who
may receive benefits, whereas state plan services
must be available to all individuals who meet
whatever service eligibility criteria a state may
have established—making utilization of a new
state plan benefit (and its associated costs) haz-
ardous to predict, and potentially costly to imple-
ment.

One reason states are employing HCBS waiver
programs so extensively as a means to underwrite
the expansion of home and community services is
that the authority states have to limit the number
of beneficiaries permits them to better predict
spending and keep it within available state dol-
lars. With respect to some policy objectives, espe-
cially in terms of making benefits broadly avail-
able, state plan coverage of home and community
services is the best choice.

As has been said, the HCBS waiver program con-
tains an explicit cost-effectiveness test. It must be
emphasized, however, that concerns about both
budget neutrality and cost-effectiveness permeate
all state strategic planning with respect to long-
term services and supports (whether in an institu-
tional or a home and community context).

Managing Dollars: HCBS
Waiver Programs

Federal law requires a state to ensure that its
HCBS waiver program is cost effective.® Cost-
effectiveness in this context is defined by compar-
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ing the overall per capita costs to the Medicaid
program of furnishing services to individuals in
home and community settings with the overall
per capita costs of serving individuals in an insti-
tutional setting. This test is spelled out in
Medicaid regulations by the formula:

D+D'<G+G’
where:

D is the average per capita cost of HCB waiv-
er services

D’ is the average per capita cost of other
Medicaid services furnished to HCBS waiver
beneficiaries

G is the average per capita cost of furnishing
institutional services

G’ is the average per capita cost of other
Medicaid services furnished to institutional-
ized persons.®

Institutional costs are defined as those incurred in
the type of institutional setting to which the HCBS
waiver program in question serves as an alterna-
tive. In an HCBS waiver program for people with
developmental disabilities, for example, waiver
costs would be compared to the costs of services
furnished in an ICF/MR. In the case of an HCBS
waiver program for medically fragile children, in-
patient hospital costs might serve as the point of
comparison.

The formula takes only Medicaid expenditures
into account. It does not include public outlays on
any non-Medicaid benefits that might be available
to individuals in the community but not to insti-
tutionalized persons (e.g., public assistance, hous-
ing assistance, food stamps, and similar benefits).

The formula does include the costs of other
Medicaid services, both for people who participate
in an HCBS waiver program and for people
served in institutional settings. The main reason
why these other costs are included is to make sure
that like is being compared with like. Usually,
institutional reimbursements include health care
services. When individuals are not institutional-

ized, the same services are obtained through the
state's regular Medicaid program. Including other
Medicaid costs also recognizes differences among
states in the benefits available through the state
Medicaid plan for people in the community. If a
state provides extensive personal assistance serv-
ices under its state plan, for example, not includ-
ing the costs of such services would result in a dis-
torted comparison between the costs of support-
ing a person in the home and community versus
the costs of serving that individual in an institu-
tional setting.

The present formula took effect in 1994. It re-
placed a much more complicated formula requir-
ing that a state demonstrate not only that its HCBS
waiver program would be cost effective but also
that it would be budget neutral, upon implemen-
tation, with respect to the projected costs of fur-
nishing only institutional services to the target
population.®®

The cost-effectiveness formula has no caseload
factor. A state may limit the number of individu-
als who may receive benefits through an HCBS
waiver program, however, by specifying a maxi-
mum number of beneficiaries for each year the
program will be in operation. A state may change
this maximum number at any time by notifying
HCFA of the change.

HCFA evaluates HCBS waiver cost estimates in
terms of unduplicated beneficiary counts.®* Once
the specified maximum is reached, a state is per-
mitted to deny enrollment to individuals and
place them on a waiting list until "slots" open up
under the enrollment cap (due, as already noted,
to ineligibility of current beneficiaries, beneficiar-
ies moving to another state, institutionalization,
people voluntarily leaving the program, or death).
Furthermore, a state may tie its enrollment limit
directly to appropriations made by the state legis-
lature for HCB waiver services.

The HCFA standard HCBS waiver application
format has an entire section, Appendix G, for state
documentation of its estimates of the formula val-
ues. The values for institutional costs are already
known or readily obtained. Factor D is estimated
by projecting the extent to which individuals are
expected to use the various services the program
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will offer and how much the state expects to pay
for such services. Often these estimates are based
on the state's experience in operating home and
community services with state or local funds.
Factor D’ is estimated in various ways, including
looking at the costs of services for Medicaid bene-
ficiaries in the same eligibility categories, or costs
in HCBS waiver programs that serve similar pop-
ulations. Splicing together the figures needed to
complete Appendix G can be complicated in the
case of a brand new program. Once a program is
in operation, however, preparing the figures in
conjunction with a renewal request is less compli-
cated because there is cost experience on which to
base estimates.

Always keep in mind that the estimates a state
makes in submitting an application (or a renewal)
are just that: estimates. Once a program goes into
operation, use of particular types of services may
be different than expected and it may be necessary
to pay different rates than originally expected. In
addition, each request (whether to start a brand
new waiver program or renew an existing one)
covers a multi-year period. The longer the period
covered by the request, the more likely it is that
estimates will be off the mark one way or another.

The state incurs no penalty if, upon actual imple-
mentation, the figures for the various factors in
the formula turn out to be different than the esti-
mates, provided that the program is cost-effective
according to the statutory test. If a state estimates
that the average cost of furnishing HCB waiver
services will be $15,000 per individual, for exam-
ple, but the cost turns out to be $16,000, the state
will not be penalized so long as that test is met.
Similarly, if a state estimates that 45 percent of all
individuals will use personal assistance services
but 53 percent actually do, Federal payments will
not be reduced provided that the program still
meets the overall cost-effectiveness test. In other
words, the figures a state uses to come up with its
estimate of Factor D in the formula are not con-
sidered "line item" budgets.

Federal policy gives states various options with
respect to managing per recipient costs. In partic-
ular, a state may impose a "hard" or absolute limit
on the maximum dollar value of HCB waiver
services that will be authorized for any benefici-

ary, or it may decide not to impose such a limit
but, instead, to manage its program to meet a tar-
get average cost per beneficiary (sometimes called
an aggregate cost limit). States may also take other
measures designed to keep HCBS waiver outlays
at targeted per recipient levels.

Hard cost limits

A hard limit sets a maximum dollar ceiling on the
benefits an individual may receive. A state may set
this limit equal to the costs of institutional services,
but it may also set it higher or lower.* The main
advantage to a state of a hard dollar limit in oper-
ating an HCBS waiver program is that the state can
be more confident that it will achieve its targeted
per recipient spending level, since there is a ceiling
on maximum expenditures. The main problem in
operating a program with a hard dollar limit is
that individuals who need services and supports
that require outlays in excess of the limit (even by
a little) will be denied admission to the program
and, hence, be able only to receive institutional
services to meet their needs. This poses problems
because it is often these individuals who are most
at risk of institutionalization in the first place.
Hard limits set well below the costs of institution-
al services lead to heightened demand for institu-
tional services. Hard caps set nearer to institution-
al per recipient costs enable the needs of more
individuals to be met in the home and community.

A state may soften the impact of a hard dollar cap
by providing for approval of plans of care that
exceed the dollar cap in specific situations (e.g.,
when an individual's condition requires provision
of services in excess of normal levels). A state may
also exempt certain services from being counted
against the dollar cap. For example, the costs of
furnishing home modifications may push an indi-
vidual over the limit. But since home modifica-
tions are usually a one-time expenditure, a state
may decide not to count these costs and instead
look solely at the costs of services provided on a
continuing basis.

More than one dollar cap is permitted when a
state designs a waiver with multiple service
options. A state may also place reasonable limits
on the amount, scope, and duration of particular
waiver services. A state may even operate multi-
ple HCBS waiver programs for the same target
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population—with different cost limitations for
each program based on beneficiary characteristics,
living situation, or other factors.

Managing to a targeted average

Managing its program to stay within a targeted
per recipient cost average allows a state to
approve service plans above institutional cost lev-
els, or the targeted average, in the expectation that
other plans of care will come in well below those
levels—thus balancing the costs of the high serv-
ice plans. HCBS waiver programs that operate in
this fashion are usually able to accommodate a
wider range of consumer needs than programs
that operate under fixed cost caps.

Many HCBS waiver programs use the targeted
average approach. Its main disadvantage is that
costs are less predictable, especially for a new pro-
gram, because they depend on whether enrollment
patterns match the assumptions made. Costs are
more predictable in longstanding programs, be-
cause information is available on actual utilization
patterns among program participants.

One way states can achieve some predictability
concerning HCBS waiver per recipient costs, while
avoiding the disadvantages associated with the
use of hard caps, is to impose special controls over
use of services that might be particularly vulnera-
ble to over-utilization. A state may impose unit
limitations on services and/or require that use of
certain services beyond established threshold lev-
els be subject to additional professional or clinical
review, for example. A particular advantage of this
approach is that it enables the state to better ensure
that the health and welfare needs of consumers are
identified and met. The disadvantage of such con-
trols is that, although costs are more predictable,
the controls can cause problems in their own right,
especially with respect to accommodating the
needs of particular individuals and families. A
variation on this approach is found in the Illinois
supported living option benefit described in
Chapter 8. This establishes an overall dollar limit
that governs a service group but affords flexibility
to the individual (or family) in deciding the exact
mixture of services that will be used.

Correcting common misperceptions

There is no Federal requirement that dictates that the
costs of supporting a particular individual via an
HCBS waiver program may not exceed institutional
costs. States may extend HCB waiver services to
individuals who require extraordinary levels of
support. Many states accommodate individuals
who require costly supports in the community by
virtue of their disability, while continuing to oper-
ate HCBS waiver programs that meet Federal
cost-effectiveness tests. A state may find it neces-
sary to impose hard cost caps for budgetary or
other reasons, but the use of such caps is not dic-
tated by Federal policy.

The HCBS waiver cost-effectiveness test does not dis-
criminate against individuals who have complex condi-
tions. Since HCBS waiver cost-effectiveness is
measured against the cost of institutional services,
a state may find it difficult to accommodate cer-
tain individuals, because the costs of serving them
may be many times the institutional average and
a state might not be able to accommodate such
individuals even using aggregate cost caps.
However, Federal law gives a state the latitude,
when requesting a waiver, to compare the costs of
serving individuals with these intensive needs in an
institutional setting (rather than the average costs
for all people receiving institutional services).*
The average annual cost of nursing facility care in
a state might be $36,000, for example. If the cost of
serving a person who has had a brain injury in
such a facility is $50,000, that higher figure may be
used as the point of comparison.

There is no requirement that HCBS waiver programs
be budget neutral with respect to Federal financial par-
ticipation. Thus, Federal policy places no restric-
tions on the number of individuals a state may
serve in its HCBS waiver program(s). Each state
may establish whatever limit it chooses and may
change its limits whenever it wishes.

Payment and Contracting Policies

An important aspect of system design for ensur-
ing access to home and community services while
promoting cost-effectiveness involves two inter-
twined topics: payment and contracting for serv-
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ices. Payment policies should encourage the eco-
nomical and efficient delivery of services, while
also enabling a sufficient number of service
providers to participate to ensure that the needs of
clients are met. Further, contracting policies
should foster efficient service delivery and may
aid in expanding services availability.

Payments

It is frequently, but mistakenly, believed that
Federal policy prescribes precise methods states
must follow in purchasing Medicaid services. In
fact, Federal policy requirements with respect to
Medicaid payments are quite basic:

+ States may generally not pay a provider any
more than the provider charges other third
parties for the same service.

* Except in certain circumstances (discussed
below), a state's payment must be tied to actu-
al delivery of a covered service to a particular
beneficiary.

» State payment levels must be high enough to
attract sufficient providers to meet the needs
of beneficiaries.

+ States are expected to be "prudent buyers,"
seeking out providers who will furnish servic-
es most economically while avoiding pro-
viders that have excessive costs.

Within these broad parameters, Federal policy
gives states considerable latitude in the methods
they use to make payments for home and com-
munity services. Thus, states may (and do) use
any of a wide range of methods to determine the
amount they will pay for home and community
services. States may also use different methods
for different services. Methods in current use
include:®

» Fee-for-Service Price Schedules. The state es-
tablishes a uniform payment rate that applies
to all providers of a service (e.g., compensat-
ing nursing services at the rate of $35 an hour
regardless of the organization furnishing the
services). Personal assistance attendant servic-

es are frequently reimbursed on this basis.

+ Cost-Based Payments. The state bases pay-
ment rates on the allowable costs incurred by
the specific provider, usually accompanied by
upper limits on costs to encourage cost-effec-
tive service provision.

* Negotiated Rates. The state bases payment
rates on the specific provider's actual or
expected service costs.

+ Difficulty-of-Care Payments/Rates. The state
pays providers amounts that vary based on
expected differences in the intensity of servic-
es and supports specific individuals require.
Such methods seek to improve access to serv-
ices for individuals with particularly complex
needs and conditions.

* Market-Based Payments. The state purchases
goods and services from generic sources (as in
the case of engaging a contractor to install a
wheelchair ramp or to connect an individual
to an emergency response system offered by
the local telephone company).

Medicaid payments for services are unit-,
encounter-, or item-based. Units are usually
expressed in terms of time (e.g., hours, days,
months). Encounters may include contacts—an
intervention (e.g., a mental health counseling ses-
sion) that may differ in duration depending on the
needs of the consumer, or various other means of
establishing a documentable tie between the pay-
ment and an activity on behalf of the individual.
Payment rates are tied directly to the billing unit or
encounter established by the state. Medicaid
accountability requirements mandate that claims
for service payment be based on defined activities
performed on behalf of eligible beneficiaries. Item-
based payments are employed to secure home and
vehicle modifications (e.g., installing a van-lift) as
well as equipment and supplies (e.g., communica-
tion devices). Item-based payments are used for
one-time purchases or buying supplies from
approved sources. (For managed care purchasing
alternatives see discussion later in this chapter.)

State payment methods for home and community
services are not usually reviewed in depth by
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HCFA during its review of state Medicaid plan
amendments or an HCBS waiver application
renewal. Such methods may be reviewed in the
course of other Agency activities to ensure they
comply with basic Federal requirements.

Correcting common misperceptions

There is no Federal requirement that payment may
only be made for services furnished "face to face.” It is
not true that providers may only be paid for the
time during which they are providing direct,
"hands on" services in the presence of an individ-
ual. It can obviously take time for a worker to
travel to the individual's home. In the case of cer-
tain services, advance preparation may be
required. And case managers frequently conduct
activities on behalf of individuals (e.g., arranging
for an assessment or locating home and commu-
nity services) that do not require the consumer to
be present. When payment policies fail to take
such additional time and effort required into
account, providers understandably can be reluc-
tant to offer services.

Medicaid payments may be made for all these
types of activities, since they are recognized as
integral to delivering the home and community
service. States may compensate providers for the
time they spend in addition to the face-to-face part
of the activity in either of two ways: (a) directly, as
long as the activity falls within the scope of the
service itself (as defined by the state in its Medi-
caid State Plan or waiver program), and benefits a
specific individual, or (b) indirectly, by adjusting
reimbursement rates to take into account the addi-
tional activities necessary to furnish the service.

There is no Federal rule against making "wraparound"
payments. A wraparound payment is a single pay-
ment to a provider for provision of multiple serv-
ices to a particular individual (in lieu of making a
distinct payment for each specific service). For
example, a worker who comes to an individual's
home may, during the course of the visit, provide
personal care, perform homemaker services, help
balance the person's checkbook, and provide skill
training. In an instance like this, the worker
should not have to submit four distinct claims for
payment, or keep track of the exact amount of
time spent on each activity (which is likely to vary
from visit to visit). To avoid unnecessary paper-

work and potential billing complications, a state
may define an HCB waiver service that includes
or "wraps around" the full range of activities that
might be performed routinely on behalf of an
individual. When states offer "residential services"
(e.g., assisted living or group home services), for
example, the associated service definitions
encompass a wide range of activities on behalf of
residents. A similar approach may be used with
respect to services furnished to individuals in
their own or the family home.

Apart from their value in avoiding unnecessary
complications in billing and services reimburse-
ment, wraparound payments can also help pre-
vent over-utilization of services, promote more
efficient service delivery, and improve flexibility.
When a variety of services is wrapped into a sin-
gle definition and paid on a single-fee basis, serv-
ice providers have greater latitude to deploy
resources when and as needed among the indi-
viduals they serve, taking into account changes in
consumer needs or special situations that arise
from day to day. Service-by-service payment
arrangements, in contrast, frequently encourage
providers to furnish excessive services in order to
capture revenue.

Just how far states may go in collapsing the servic-
es they offer through an HCBS waiver program
into single "wraparound"” services has increasingly
become an issue over the years. On occasion,
HCFA has required states to break into separate
categories services they were trying to wrap up in
a consolidated service definition (sometimes called
bundling). HCFA's concerns about bundling
revolve mainly around whether an individual's
choice of provider may be constricted if a single
provider is receiving payment for several services.*
Such concerns arise generally when a state is pro-
posing to bundle an especially wide range of serv-
ices, which might prevent some providers from
participating because they are not able to furnish
the full range. It should be emphasized that HCFA
has no hard-and-fast rule against bundling or
wraparound service definitions. When concerns do
arise, they are worked out between HCFA and the
state on a case-by-case basis.

There is no Federal rule that all services must be paid
based on hourly rates. States establish hourly pay-
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North Dakota's Per Diem Rates
for Supported Living Services

North Dakota establishes individual per diem rates for
people with developmental disabilities who receive
supported living services through the state's HCBS
waiver program. These rates are based on the hours
of staff services and supports specific individuals are
expected to require as spelled out in their service
plans. North Dakota prices out the costs of these serv-
ices for a month and converts the overall cost to a per
diem rate. Because actual services furnished to any
particular consumer may vary from the hours upon
which the service plan was based for various reasons,
North Dakota requires that providers reconcile the
total amount of supports furnished to supported living
participants against total payments for such services.
If spending for direct supports is significantly less than
payments for such supports, North Dakota recovers
the difference. This guards against the potential that
providers might profit by withholding services. It also
enables provider agencies to shift direct staff re-
sources among individuals as needed.

ment rates for many types of services. However,
other billing/payment units may also be used.
Residential services are typically reimbursed using
daily or per diem payments, for example, because
such services do not vary substantially from day to
day. Some states make payments for adult day
health and developmental disabilities day habilita-
tion services on a daily basis. And in some cases,
states make monthly payments for services (e.g.,
for residential services and case management serv-
ices). With respect to respite care services, states
often use a variety of payment units (e.g., hourly
payments for short-term respite but daily pay-
ments for extended respite). The use of per diem or
monthly payments can simplify provider billings
and payments, as well as make it easier for
provider agencies to predict their revenue.

Contracting

In order to promote access to home and commu-
nity services, as well as to give individuals as
many choices as possible among providers, it is
important that states (a) design their service deliv-
ery systems to encourage as many providers as

possible to participate and (b) seek to simplify
their contracting mechanismes.

Federal Medicaid law and policy requires that
states enter into provider agreements with agen-
cies and individuals qualified to furnish Medicaid
services; Medicaid payments may not be made
without such provider agreements. Further,
Medicaid law generally requires that payments be
made directly to the service provider rather than
to an intermediary organization.

These requirements have posed practical prob-
lems for states in implementing home and com-
munity service programs—some of which stem
from state-specific factors, especially when state
law directs that a local service authority (e.g., a
designated regional or local mental health/devel-
opmental disabilities authority) manage the pur-
chase of services on behalf of individuals who live
in a particular service region or catchment area.
These policies also can cause headaches in pur-
chasing services from individual contractors (e.g.,
personal care attendants) with respect to both exe-
cuting agreements and making timely payments.

In addition, states themselves have laws and reg-
ulatory requirements that can lead to additional
complications in service contracting. State pro-
curement rules might dictate, for example, that
contracts be based on the results of a Request for
Proposals (RFP) process. These and similar rules
may make it especially difficult for a state to rap-
idly acquire needed goods and services on behalf
of individuals.

Various avenues are available to states, consistent
with the requirements of Federal Medicaid law
and policy, that facilitate contracting for home
and community services and expansion of the
available provider pool.

The Organized Health Care Delivery
Systems (OHCDS) alternative

An OHCDS is an organization that furnishes one
or more Medicaid services itself and has agree-
ments with other organizations or individuals
that furnish additional services. Federal rules per-
mit a state to contract with an OHCDS to purchase
services on behalf of beneficiaries. These rules
mandate that the affiliation of other organizations
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OHCDS Arrangements: State Examples

Massachusetts. The state's Department of Mental Retardation (DMR) has been deemed an OHCDS for the
state's HCBS waiver program for people with mental retardation. DMR furnishes case management services to
program participants through its regional and area offices. Use of the OHCDS arrangement in Massachusetts
has enabled DMR to follow congruent contracting policies for both Medicaid and non-Medicaid services.
Providers bill and are paid by DMR, which in turn recoups Federal Medicaid payments.

Missouri. In its HCBS waiver program for people with mental retardation and other developmental disabilities,
the state has designated its regional mental retardation and developmental disabilities offices as OHCDSs.
These regional offices furnish service coordination to HCBS waiver participants as well as other individuals.
Missouri selected the OHCDS mechanism in order to encourage and make it easier for individuals and families
to secure services from "non-traditional" providers (e.g., neighbors, friends). The regional office takes care of
ensuring that the selected individuals meet requirements and enters into agreements with them. These providers

submit bills to and are paid by the regional offices.

with an OHCDS must be voluntary. They also
prohibit a state from dictating that individuals
must obtain services exclusively from an OHCDS.
When a state purchases services from an OHCDS,
the OHCDS itself enters into agreements with
affiliate providers, including negotiating a reim-
bursement rate with the affiliate. These agree-
ments must meet basic Medicaid requirements.
Affiliate providers are paid by the OHCDS
according to the provisions of their contracts. The
OHCDS, acting as a Medicaid provider, submits
these claims to and is paid by the state.

OHCDS arrangements are used in many states to
simplify contracting and payments and are recog-
nized in the Federal HCBS waiver guidelines con-
tained in the State Medicaid Manual. New York, in
particular, has used this type of arrangement for
several years in purchasing state Medicaid plan
personal care/personal assistance services.
OHCDS contracting has several advantages:

* It can match up well with typical home and
community service structures, which often fea-
ture contracting with "master providers" that
seek out and contract with other agencies and
individuals to furnish services to individuals.

* It helps avoid some of the problems and com-
plications independent contractors face when
they must seek payment through a state's
Medicaid claims processing system. For exam-
ple, if a family wishes to hire a neighbor to
provide respite, standard Medicaid contract-
ing and claims submission procedures might

discourage such an arrangement. The OHCDS
mechanism can enable agreements to be
entered into more quickly, with the OHCDS
addressing the complications of Medicaid
claiming.

¢+ The OHCDS mechanism can be particularly
apt in aligning contracting and payment
practices when a state or local program
authority is involved in the purchase of serv-
ices. It enables the state to use common con-
tracting and payment processes for both
Medicaid and non-Medicaid services, there-
by avoiding duplication.

« A provider is not restricted to furnishing serv-
ices through an OHCDS. The provider may
elect to bill the Medicaid agency directly, and
be paid directly as well.

Other ways to improve service availability

Other alternatives are available to states as well.
For example, Medicaid law and regulation permit
providers to assign Medicaid payments to gov-
ernmental entities (again on a voluntary basis).”
This provision enables voluntary (re)assignment
of Medicaid payments by a provider to a govern-
mental entity (e.g.,, a county human services
authority or a state program agency). Instead of
the Medicaid payment being made directly to the
provider, it is made to the governmental entity.
This arrangement enables the governmental enti-
ty to make payments for services directly to
providers, and to recoup Medicaid funds once the
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service billing has been processed through a
state's claims payment system. This arrangement
may be used, for example, to enable a county
human services agency to pay a personal assistant
the consumer has selected, prepare and submit
the claim for services provided, and receive the
Medicaid payment to recoup the payment to the
personal assistant. This permits more timely pay-
ments to be made to the personal assistant. In
some states and localities, such an arrangement
has greatly facilitated consumer-direction and
self-determination in the provision of services,
both through HCBS waiver programs and under
the Medicaid state plan.

Medicaid law also provides for the assignment of
claims to billing agents who, in turn, take care of
the paperwork in obtaining Medicaid reimburse-
ment. This alternative facilitates the use of finan-
cial intermediaries in consumer-directed models.

A key objective for states is to offer individuals
and families a wide range of choices in the
providers (agency or independent contractor)
from which they obtain the home and community
services they are authorized to receive. The alter-
native contracting mechanisms just described can
aid in achieving this objective. A state may take
other steps as well, including:

* Making sure the provider qualifications re-
quired of home and community services do
not unnecessarily exclude potential suppli-
ers—including independent contractors or
other nontraditional sources of goods and
services. For example, private housecleaning
services can be an appropriate source of
homemaker or chore services, rather than
requiring such services to be furnished by
human service agencies.

* Avoiding Request for Proposals (RFP)
processes that have the effect of narrowing the
number of agencies from which services can
be purchased. Winner-take-all processes, for
example, can discourage entry of new pro-
viders into a state's program and may violate
Medicaid freedom of choice requirements.
Request for Qualifications (RFQ) processes
can frequently serve as appropriate substi-
tutes. They enable a state to qualify multiple

agencies to furnish services while also satisfy-
ing legitimate concerns about organizational
capabilities and qualifications. The RFQ pro-
cess was used successfully by Georgia, in iden-
tifying several qualified provider organiza-
tions to furnish services to individuals through
a targeted HCBS waiver program. This pro-
gram was implemented to facilitate communi-
ty placement of individuals with mental retar-
dation out of various state facilities.

» Cross-certification of providers among home
and community services. Rather than having
distinct provider requirements for each pro-
gram serving a particular target population
(except as necessary and appropriate), states
can adopt common standards for similar serv-
ices, and accept the certification of a provider
for one HCBS waiver program as demonstrat-
ing that the provider meets the qualifications
of other programs where similar services are
furnished.

Innovative Mechanisms for
Organizing Home and Community
Services under Medicaid

As in the general health arena, there is interest in
new mechanisms for organizing home and com-
munity services. These mechanisms generally
build upon managed care arrangements to organ-
ize home and community service systems in ways
that are potentially beneficial to both purchasers
and consumers. It is important to note that, while
application of managed care arrangements in the
market for acute care services has become widely
accepted, implementation of such arrangements
in the long-term services market is still in its
experimental stages and, as a consequence, is
uncommon. The market for long-term services is
very different from the market for acute care serv-
ices, and the outcomes achieved through man-
aged care technologies in acute care delivery may
not be replicable in the long-term services field.
Recently, however, some states have started
implementing such arrangements (e.g., Minne-
sota, Texas, Florida.) They are doing so in pursuit
of several goals:



Creating Comprehensive Cost-Effective Systems: System Design Issues 163

* To tie payments for services to people rather
than to specific services (i.e., through capitation)

* To purchase bundled services rather than
individually distinct services

* To give providers and consumers of services
flexibility to allocate resources in response to
individualized needs

* To give providers and consumers flexibility to
use Medicaid resources for new types of sup-
portive services that might not otherwise be
covered under the state Medicaid plan

* To promote more cost-efficient use of resources
by placing providers/health plans at risk for
the cost of services provided to consumers

* To reward with increased market share those
providers/health plans that provide higher
quality services

* To help promote quality by allowing consum-
ers to choose among multiple providers/health
plans that are competing with one another for
market share.

Many of these objectives can also be achieved
through a fee-for-service system. But proponents
argue that managed care mechanisms make
attainment of them easier. The next section dis-
cusses some of the specific managed care vehicles
potentially available to states for organizing home
and community services under Medicaid.

Prepaid Health Plans

Medicaid statute and regulation, as recently
revised under the Balanced Budget Act (BBA) of
1997, recognizes two broad types of managed care
entities with which states can enter into risk con-
tracts. The first consists of comprehensive risk
plans, or Managed Care Organizations (MCOs).
These are entities that accept risk for a comprehen-
sive package of Medicaid benefits (although one or
more services covered under the regular state plan
may be "carved out" of the comprehensive risk
contract).® The other type of entity is a Prepaid
Health Plan (PHP), which, by default, accepts risk

for a less comprehensive package of Medicaid ben-
efits. A managed care entity that accepts risk only
for a benefit package that includes all services pro-
vided under an HCBS waiver program, for exam-
ple, would be considered a PHP.

The differences between an MCO and a PHP are
fairly technical and will not be discussed in detail
here.** Both MCOs and PHPs often enact a utiliza-
tion or care management function, whereby a pri-
mary care provider or managing entity authorizes
medically necessary services before care is deliv-
ered and has a panel of providers to whom bene-
ficiaries go to for care.

A small number of states have used the PHP
authority as a purchasing strategy for home and
community services. Florida has contracted with
United Health Care under the PHP authority since
the mid-1980s, for example, to manage its entire
Medicaid home and community service population
in three counties: Dade, Broward, and Palm Beach.

Wisconsin uses the PHP authority for purchasing
services under its Partnership Program. Wis-
consin's PHP contracts bundle payments, not only
for services covered under the state's HCBS waiv-
er program but also other selected Medicaid health
and long-term services benefits (e.g., personal care
services). The PHP contracting mechanism gives
the managing organization considerable flexibility
to organize, provide, or obtain services on behalf
of enrollees. This mechanism also enables the PHP
to apply any savings it might achieve in providing
existing services to providing enrollees with addi-
tional benefits and/or enhancing service delivery.
Consumer choice is maintained, because individu-
als may opt to enroll with the PHP or continue to
receive services through the state's fee-for-service
long-term services system.

1915(b) Waivers

The Balanced Budget Act (BBA) of 1997 allows
states the option to submit a State Plan Amend-
ment to mandate enrollment of certain groups of
Medicaid eligibles into MCOs or PHPs.? Prior to
the BBA, states had to obtain authority under a
1915(b) waiver or a Section 1115 demonstration to
mandate enrollment of any group in managed
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care organizations.®

Among the groups exempted from this option,
however, are those individuals who are eligible
for both Medicare and Medicaid ("dual eligibles")
or other persons receiving long-term care services.
Thus, some states have used 1915(b) freedom of
choice waivers to implement managed care pur-
chasing strategies for their Medicaid long-term
care populations. Section 1902(a)(23) of the Social
Security Act specifies that Medicaid beneficiaries
be allowed to gain access to care from any
Medicaid participating provider. However, since
PHP and MCO networks consist of a finite group
of providers, and often the beneficiary must
obtain authorization for care, 1915(b) authority
can be used to waive Section 1902(a)(23).

1915(b) waivers allow states to waive Medicaid's
freedom of choice provisions to require particular
groups of beneficiaries to receive their Medicaid-
covered benefits through a managed care plan.?
Many states use 1915(b) waivers to provide men-
tal health and substance abuse services to their
general welfare-related Medicaid beneficiaries.?
Under these managed care models, such Medicaid
beneficiaries may receive their physical health
services through either the fee-for-service system
or a managed care entity. But they must obtain
their acute mental health and/or substance abuse
services through a separate managed entity spe-
cializing in the delivery and management of these
services.*

A smaller number of states have used 1915(b)
waivers to provide long-term mental health serv-
ices to persons with severe and persistent mental
illness. These programs may be either part of a
broader managed care initiative or an initiative
targeted specifically to the needs of persons with
severe and persistent mental illness. As part of a
relatively broad mental health/substance abuse
managed care program, for example, Colorado
contracts with a variety of managed care entities
(but primarily Community Mental Health Centers
operating as PHPs) to provide a broad range of
inpatient and outpatient services, including 24-
hour residential care, to Medicaid beneficiaries
with long-term mental health needs. By purchas-
ing services for Medicaid beneficiaries with severe
and persistent mental illness through such man-

aged care models, Colorado is creating incentives
for providers to meet the needs of the population
more cost-effectively, while adhering to state and
Federal quality standards. These models also
allow mental health providers some flexibility in
providing services that are not covered under the
regular state plan.

1915(b) waivers cannot be used alone as a vehicle
for providing home and community services to
elderly and nonelderly Medicaid beneficiaries
through managed care models. However, as dis-
cussed further below, a few states are now using
what are called combination 1915(b)(c) waivers to
finance and deliver such services through man-
aged care strategies.

Combination 1915(b)(c) Waivers

A combined 1915(b)(c) waiver program is a rela-
tively new vehicle for organizing the financing
and delivery of home and community services
under managed care models. The 1915(c) waiver
authority allows a state to cover home and com-
munity services that are not eligible for Federal
matching funds under the regular state plan. The
1915(b) waiver authority allows a state to deliver
these services to persons in need of long-term
care services through a managed care contracting
approach.

The 1915(b)(c) waiver combination is somewhat
cumbersome because, even though the waivers
are intended to work in combination with one
another, each waiver program must be submitted
and evaluated separately under existing regulato-
ry requirements. For example, each waiver must
meet its own cost neutrality or cost-effectiveness
test independently, without taking into account
the cost impacts of the other. Also, each waiver
has its own duration and its own reporting
requirements, which states must comply with.
Nonetheless, 1915(b)(c) waiver combinations are
often perceived as preferable to Section 1115
waivers as vehicles for implementing innovative
HCBS financing and delivery programs. This pref-
erence is likely because the 1915(b)(c) review
process is quicker and more circumscribed.
Section 1115 demonstration negotiations between
states and HCFA are not as definitive and some-
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Texas's Use of Combined 1915(b)(c) Waiver Authority

The Texas STAR+PLUS program operates under a combined 1915(b)(c) waiver. STAR+PLUS is a pilot program
using a managed care delivery system to integrate acute health services with long-term care services for indi-
viduals with disabilities (including seniors). By integrating care in this manner, the state aims to: (a) provide the
appropriate amount and types of services to help people stay as independent as possible; (b) serve people in
the least constrained setting consistent with their safety; (c) improve care access, quality, and outcomes; (d)
increase accountability for care; and (e) control costs. The project is expected to serve approximately 60,000 SSI
and SSl-related Medicaid beneficiaries who are elderly or have disabilities.® Participants must choose from one
of three health maintenance organizations (HMOSs), two of which also offer Medicare managed care.

STAR+PLUS will benefit Medicaid beneficiaries by providing a continuum of care with a wider range of options
than were formerly available and increased flexibility to meet individual needs. The program is expected to
increase the number and types of providers available to Medicaid clients and move individuals into the health
care mainstream. HMOs are required to assess all STAR+PLUS enrollees to determine needs and to develop
appropriate care plans. By placing HMOs at full risk for nursing facility and expanded home and community serv-
ices, STAR+PLUS presents HMOs with an incentive to provide innovative, cost-effective care from the outset, in
order to prevent or delay the need for more costly institutionalization.

Long-term services and supports provided by the HMOs include day activity and health services, personal assis-
tance, and nursing facility care. Additional services provided to HCBS waiver participants are adaptive aids, adult
foster home services, assisted living, emergency response services, medical supplies, minor home modifica-
tions, nursing services, respite care, and therapies (occupational, physical, and speech/language). HMOs may
also provide additional "value-added" services to clients, such as home and community services to those living
in the community who are not currently enrolled in an HCBS waiver program.

Care coordination is an integral STAR+PLUS service. All HMOs must assign clients a care coordinator, who
plays a central role in integrating care. This person is responsible for coordinating the client's acute and long-
term care services, even for dual-eligible clients who receive Medicare from a provider who is not affiliated with
the STAR+PLUS HMO's Medicare plan.

times have more specified terms and conditions of
approval that require more intense reporting.

In 1998, Michigan implemented a Section
1915(b)(c) waiver program for people with devel-
opmental disabilities. Through this program,
Michigan has been able to establish a uniform
package of benefits for people with developmen-
tal disabilities. Previously, Medicaid state plan
long-term services (including most ICF/MR, per-
sonal care, and clinical services) did not align with
the benefits available through the state’s HCBS
waiver program for people with developmental di-
sabilities. The Section 1915(b)(c) program permit-
ted the state to align both state plan and HCBS
waiver benefits to make a single package available
to eligible persons with developmental disabilities
and, thereby, remove artificial distinctions between
state plan and waiver benefits.

Michigan decided to use the PHP contracting
mechanism to contract for services with its exist-

ing network of county-based Community Mental
Health Service Programs (CMHSPSs). Instead of
making service-by-service, consumer-by-con-
sumer payments for long-term developmental
disability services, the CMHSPs are now receiving
capitated payments in advance and must manage
the dollars they receive (within a "risk corridor")
to meet the needs of individuals within their
catchment areas. Contracting for and paying serv-
ice providers is the responsibility of the CMHSP.

As in the case of Wisconsin's PHP system, the
PHP contracting mechanism enables Michigan's
CMHSPs, when they realize cost savings, to either
purchase alternative services on behalf of en-
rollees or provide additional services beyond
those mandated in their contract. Michigan's PHP
contracts place affirmative requirements on PHPs
to ensure that individuals are able to choose
among service providers. In addition, state law
requires that consumer service plans be devel-
oped using person-centered planning principles.



166 UNDERSTANDING MEDICAID HOME AND COMMUNITY SERVICES: A PRIMER

Section 1115 Waivers

Section 1115 demonstrations are the broadest
Medicaid waiver authority available to states that
wish to test innovative approaches to financing
and delivering medical and supportive services to
Medicaid beneficiaries. The general purpose of
the Section 1115 demonstration authority is to
allow states to experiment under the Medicaid
program with new policies that could potentially
further the overall objectives of the Medicaid pro-
gram. Any policy experiment proposed under a
Section 1115 demonstration must be a program
model that has not been tested previously. It must
also be an experiment that cannot potentially be
conducted within the boundaries of more limited
waiver authorities such as 1915(b) or 1915(c)
waivers. And it must be amenable to rigorous
evaluation, so that the results of the policy exper-
iment can be used for further Medicaid policy
development.

Fewer Section 1115 demonstration programs are
currently being tested than in the recent past, par-
ticularly in the long-term care arena, for two rea-
sons. First, both HCFA and states are electing to
use more circumscribed waiver authorities when-
ever the program models to be tested fit within
the boundaries of these more limited waivers.
Second, since Section 1115 demonstrations are not
subject to prescribed processing times, negotia-
tions between states and HCFA, particularly on
issues related to the requirement for rigorous
evaluation methodologies, can take years to com-
plete. States are increasingly reluctant to undergo
such a long negotiating period in order to conduct
a policy experiment.

In the area of home and community service devel-
opment, the Section 1115 waiver program of
greatest importance is the Arizona Long Term
Care System (ALTCS). Originally implemented in
1989, ALTCS is a statewide managed care pro-
gram for all Medicaid beneficiaries in need of
long-term care services. All elderly and nonelder-
ly persons with disabilities who qualify for
M e d i C a i d -
covered long-term care benefits—whether nurs-
ing home care or home and community services—
receive all their Medicaid-covered benefits, in-
cluding acute care services, from a managed care

plan (called a program contractor in ALTCS).

There is one program contractor per county. Thus,
Medicaid beneficiaries do not have a choice of
multiple plans, although ALTCS is now moving to
a program model in which multiple program con-
tractors will compete for business in Arizona's
largest county—Maricopa (which includes
Phoenix). ALTCS program contractors receive a
monthly capitation payment for each long-term
care beneficiary enrolled in their plan, and operate
under financial incentives to meet the long-term
care needs of their enrollees through the most
cost-effective care plan. Under the ALTCS pro-
gram model, Arizona has significantly expanded
its use of home and community alternatives to
nursing home services for its Medicaid clients. In-
dependent evaluations of the program have gen-
erally concluded that the ALTCS program model
is more efficient than Medicaid long-term care
systems that rely on fee-for-service models.?

Program of All-Inclusive Care for the
Elderly (PACE)

Since the early 1980s, states have been operating
PACE demonstration sites as Section 1115 demon-
strations. As of June 2000, PACE sites had been
approved in 12 states. The PACE demonstration
programs are modeled after the integrated system
of acute and long-term care services developed by
On Lok Senior Health Services in San Francisco,
California. The Balanced Budget Act of 1997
(BBA) established the PACE model of care as a
permanent provider entity within the Medicare/
Medicaid program and enables states to provide
PACE services to Medicaid beneficiaries as a state
option rather than a demonstration.

PACE is a capitated benefit that features a com-
prehensive service delivery system and integrated
Medicare and Medicaid financing. Participants in
PACE must be at least 55 years old, live in the
PACE service area, and be certified by the appro-
priate state agency as eligible for a nursing home
level of care. The PACE program becomes the sole
source of services for its Medicare and Medicaid
enrollees. The program is voluntary; beneficiaries
may disenroll at any time.
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An interdisciplinary team of professional and
paraprofessional staff assesses participants’ needs,
develops care plans, and delivers all services
(including acute care services and, when neces-
sary, nursing facility services), in an integrated
manner. PACE programs provide social and med-
ical services primarily in an adult day health cen-
ter, supplemented by in-home and referral servic-
es in accordance with the participant's needs. The
PACE service package must include all Medicare-
and Medicaid-covered services and any other
services determined necessary by the multidisci-
plinary team for the care of the PACE participant.

PACE providers receive monthly Medicare and
Medicaid capitation payments for each eligible
enrollee. Medicare-eligible participants not eligi-
ble for Medicaid pay monthly premiums equal to
the Medicaid capitation amount. But no de-
ductibles, coinsurance, or other type of Medicare
or Medicaid cost-sharing applies. PACE providers
assume full financial risk for participants' care
without limits on amount, duration, or scope of
services.

Endnotes

1. The primary contributors to this chapter are Gary
Smith and Janet O'Keeffe.

2. States establish and administer their Medicaid pro-
grams in accordance with Federal statutory and regu-
latory provisions and submit their administrative
expenditures to HCFA for approval.

3. HCFA letter to state Medicaid directors, August 31,
2000. Available at the following website: www.hcfa.
gov/medicaid/smd83100.htm.

4. HCFA's policies with respect to the use of these alter-
natives are contained mainly in Section 4302 of the
State Medicaid Manual. See also: Cooper, R.E., and
Smith, G. (1998). Medicaid and case management for people
with developmental disabilities: Options, practice and issues.
Alexandria, VA: National Association of State
Directors of Developmental Disabilities Services.

5. Smith, G. (1999). Closing the gap: Addressing the needs
of people with developmental disabilities waiting for sup-
ports. Alexandria, VA: National Association of State
Directors of Developmental Disabilities Services, Inc.;
Smith, G. (1999). A supplement to Closing the gap:
Addressing the needs of people with developmental disabili-

ties waiting for supports. Alexandria, VA: National Asso-
ciation of State Directors of Developmental Disabilities
Services, Inc.

6. Per capita costs, in turn, are affected by the extent to
which individuals use the particular home and com-
munity services a state offers and the price paid for the
services. Issues with respect to pricing are addressed
separately in a later section of this chapter.

7. It is also difficult to achieve budget neutrality due to
political pressures and practical concerns at the state
level. For example, it would be difficult to close down
a nursing home even if 90 percent of the residents were
moved into HCBS waiver programs.

8. Section 1915(c)(2)(D) of the Social Security Act.
9. 42 CFR 441.303(f)(1).

10. Sometimes called the cold bed rule.

11. 42 CFR 441.303(f).

12. At the conclusion of each year, the state is required
to prepare and submit to HCFA a special report (Form
HCFA 372) that provides data concerning the actual
cost-effectiveness of the state's program. When these
data suggest that the state's estimates do not corre-
spond to actual program experience, the state may be
encouraged to amend its waiver to ensure that esti-
mates are reasonable, as required by law.

13. The HCBS waiver application form provides direct-
ly for a state establishing a "hard cap" on the costs of
institutional services. A state may select or reject this
limit as it pleases. However, if rejected, a state must
specify substitute limits of its choosing for the options
contained in the application.

14. Section 1915(c)(7)(A) of the Social Security Act.

15. A discussion of the technical pros and cons associ-
ated with each of these methods is beyond the scope of
this Primer.

16. HCFA is concerned that institutional models of care
not be replicated in the community. In an institution,
the facility assumes responsibility for identifying and
meeting a resident's needs. In HCBS models, this
responsibility is separate from the community-based
milieu in which the individual lives. This separation is
fundamental to the concept of community integration
and the provision of services in the most integrated set-
ting appropriate to a person's needs.

HCBS waiver programs are not intended to foster the
re-creation of multiple (presumably smaller) "institu-
tions" dispersed throughout the community. Rather,
the program supports freedom of choice of providers
for service and support needs. This purpose underlies
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HCFA's expressed concern that "bundled" services
may infringe on a beneficiary's freedom of choice by (a)
limiting providers to those who can furnish the full
range of bundled services, and (b) removing individu-
als' ability to participate fully in community life by
eliminating their choice of service modality and
provider.

17. Section 1902(a)(32)(B) of the Social Security Act and
regulation 42 CFR 447.10(c).

18. Carving out a particular service means that it will
not be included in the capitation rate but furnished by
another provider.

19. For a more detailed discussion see Hamilton, T.
(1995). Using pre-paid health plan authority to provide inte-
grated acute and long term care services under Medicaid.
Wisconsin Department of Health and Social Services.

20. Even after the State Plan Amendment became an
option under the BBA, there are still certain groups that
states cannot mandate enrollment for (e.g., children
with disabilities).

21. Both 1915(b) and 1115(a) contain the authority to
waive Section 1902(a)(23), the right of Medicaid benefi-
ciaries to have freedom of provider choice.

22. Freedom of choice here means that under
Medicaid's traditional fee-for-service system, Medicaid
beneficiaries are free to receive Medicaid-covered serv-
ices from any Medicaid-certified provider of their
choosing. Under a 1915(b) managed care waiver,
Medicaid beneficiaries must receive their Medicaid-
covered services (i.e., those services covered under the
managed care contract) from those providers included
in their managed care plan's network.

23. These are recipients of benefits under Temporary
Assistance for Needy Families (TANF), the successor of
Aid to Families with Dependent Children (AFDC).

24. For a description of state Medicaid managed care
programs for mental health and substance abuse servic-
es, see State profiles, 1999, on public sector managed-behav-
ioral health care (May 2000). Washington, DC: Substance
Abuse and Mental Health Services Administration, U.S.
Department of Health and Human Services.

25. SSl-related beneficiaries are those who meet the SSI
disability criteria but are not receiving SSI benefits

because they have too much income or for other reasons.

26. McCall, N., Wrightson, C., Korb J., Crane, M,
Weissert, W., and Wilkin, J. (1996). Evaluation of Ari-
zona’s health care cost containment system demonstration.
Prepared for the Health Care Financing Admini-
stration by Laguna Research Associates.
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